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CO-OPERATIVE SOCIETIES AND THE 

INCOME TAX. 



The following is reprinted from the " Chief Eegistrar's 
Report on Indnstrial and Provident Sodeties for the Year 
1879." It pnts the ease of the co-operative societies against 
the imposition of the Income Tax on them in the dearest 
possible light, and will have special interest at the present 
time : — 

OonAiderftble miaapprehenslon appears to haya existed as to the 
effect of Bub-eeotion 4 of seotion 11 of the Industrial and Provident 
BoeieUes Act, 1876, whieh sUtes that ** the sodety shall not be 
ohargeable nnder schedale or sohednle D of the Inoome Tax Aots, 
bat no member of or person employed by the same, to whom any profits 
are paid, shall be exempted from any assessment to the said duties to 
whieh he would otherwise be liable." ' This has been constroed as an 
actnal exemption from income tax of certain amounts of profit earned 
by these sooieties. On careful consideration it will be found to be no 
such thing, but merely an alteration, for the protection of the revenue 
itself, in the mode in which profits are assessed, as respects the great 
bulk of the sodeties concerned. 

The income which the Income and Property Tax Acts dm at 
reaching is dways ultimately that of the individual. If the profits of 
a firm or a company are assessed directly, it is only as the easiest 
means of taxing the indiyiduals of whom such firm or company is 
composed. This is clearly proved by the fact that it is open to any one 
of the partners or members to obtdn exemption by showing that his 
own indindud income is below the assessable limit. Bat until the 
formation of co-operatiYe bodies amongst the working class, partidpa- 
tion in trade being confined to the wedthier, or, at least, middle 
classes, the presumption was that every member of a firm or company 
had an assessable inoome, and hence the practice of assessing the 
indiddud through the firm or company was wholly unobjectionable. 

The use of what is called co-operation has, however, extended 
partidpation in trade to the working dass, and associations have been 
formed for carrying on a co-operative trade which number thousands 
of members, only a very small proportion of whom haye incomes 
reaching the assessable limit. Where this is the case, it is simply 



absTi'd to adopt the old method of asBsssment. Nothing oan be more 
oambroaa than the attempt to reaoh the fe^ indlTidaals whom the tax 
wonld really affeot through the body at large. It is simply to invite a 
fl)od of applications for exemption. It is thns altogether in ease of 
the revenne that the enactment in ^estion was inserted in the 
Industrial and Provident Sooieties Aot, 1876. The e£fdot of it is 
simply to say that only that portion of the profits of the soDieties 
which is really assessable shall be assessed. 

But this is not the only point of view from which the matter has to 
be boked at. The essence of co-operative trading among the working 
classes is joint saving. Oidng to the admhrable principle of the 
division of so-called profits (after allowing a small interest to capital) 
upon purchases, every member has the greatest interest in trading 
with the store, and, consequently, although it may trade with the 
public, the great bulk of the dealings are always with the members, 
and the only real profit made is that on the dealing with non-memben. 
These are themselves, moreover, being perpetually absorbed into the 
society. E?ery facility is allowed them for doing so, the number of 
members not being limited, the shares seldom exceeding £1 in amount, 
and being almost universally allowed, after the first shilling, to be 
accumulated out of dividenci, whilst, to accelerate the process, half 
dividends on consumption are very frequently allowed to non-members, 
it being found that the receipt of half dividends is almost certain to 
create an appetite for whole ones. Now the object of assessment 
under schedule D of the income tax is " profits or gains,'' not saving. 
If two or three persons club together to buy a chest of tea for their 
own consumption, none of them would expect to be charged for the 
difference between the price paid and the retail price of the article. 
If, after having retained all they wanted for themselves, they sold the 
remainder, it is only on whatever gain they might make on the 
quantity sold that they could expect to be chargeable. Whatever, 
portion of the co-operative trade carried on by the working classeB 
consists of the society's dealings with its own members, on however 
large a scale may be its operations, lies, therefore, really outside of 
the scope of the Income Tax Acts ; its so-called profit consists to that 
extent simply of a saving of the difference between wholesale and retail 
price, minus cost of management, reserve, &o , and it would be as 
unreasonable to tax it as it would be to require the individual trader 
to include in his income tax returns the savings on the consumption of 
his own household effected by his being able to make purchases at 
wholesale or trade prices. 

The only assessable element io the co-operative tradins of the 
working classes coosists, then, in the profits derived from non- 



members. Bnt these, as has been fibovn aboTe, form a mere fringe 
ronnd the aotnal membership, and the bnlk of the profits derived from 
them is divided amongst persons with incomes below the assessable 
limit. When these considerations are kept in view, it will be found 
that the amount of bona fide assessable profit on the operations of the 
societies of the working class mast be almost iofioitesimally small. 
And this small balance is in nowise exempted from taxation, bat 
remains assessable throogb the individaal receivers. 

Mr. Ludlow adds some remarks npon the amount of 
Id jastice that would be done to the working classes if the 
mode of collecting income tax from those liable to pay it, 
adopted in the case of companies, were applied to industrial 
and provident societies, and the waste of time and money 
that would attend the inyestigation of claims for a return by 
those who were thus charged on a small part of their incomes 
with a tax to which they were not liable at all. . In place of 
this note we reprint the following extract from a statement by 
Mr. E. Y. Neale, published in the News of February 9, where 
this side of the question is entered into at greater length. 

"From a return obtained by the Central Board, at my 
suggestion, in 1880, from all the societies which, according to 
the Registrar's then last report, had 2,CX)0 members or upwards, 
it appears that certainly not more than 2 per cent (20 out of 
every 1,000) members, and probably a considerably smaller 
proportion, are liable to pay any income tax. Of course those 
liable to pay income tax without abatement would be much 
fewer. But while the proportion of the persons entitled to 
claim a return of income tax, compared with those liable 
to pay it, is in industrial and provident societies so 
large, the actual number of claimants for a return would 
be overwhelming, supposing the tax to be collected from the 
societies, and any organised system of claiming repayment 
to be adopted, as with our present organisation, assuredly 
would be done. With the exception of such companies as rail- 
ways, few companies, probably, ha^e more than 500 members. 
But, according to the latest returns of distributive societies, 
those obtained by the Central Board in 1883, out of the 903 
such societies which made returns, exclusive of the Civil 
Service societies, there were with members over 1,000, 142 ; 
2,000, 66 ; 3,000, 32 ; 4,000, 21 ; 5.000, 17 ; 6,000, 13 ; 7,000, 9 ; 
8,000, 6 ; 9,000, 4 ; and 10,000, 3— to say nothing of the 
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remainiog 760 gooieties, whose members, together with those 
of the 142 ovef 1,000, were altogether 576,284. Now of this 
vast body, the total number liable to pay any inoome tax^ 
would not, aooording to the returns above-mentioned, exceed 
11,523. What ia the probable amount for which they would 
be liable ? The actual average sales per member, aooording 
to the Registrar's Returns for 1881, as supplemented in the 
table given in the last Congress report, p. 71, were, for 
England and Wales, iZI, 15s., and for Scotland £31. 
15s. 5d. Assume for these members an average of J640, 
which is probably a good deal above the mark, sinoe 
the wealthiest members of our sooieties are by no means 
generally the largest buyers, we have a total purchase of 
J460,920. The average dividend, according to the same 
table, was, in England, £11. 9s. per cent, and in Scotland, 
£11. 12s. 4d. Assume a dividend of £12 per cent. Then, the 
total dividend on the assumed purchases will be £55,310, 
on which the income tax at the full rate of 5d. in the £, 
with no allowance for claims of partial abatement, would be 
£1,150. How much of this sum is lost by the present mode 
of collecting I have no means of estimating ; but, suppose 
that the loss amounted to the whole sum, still the cost ot 
investigating the mass of claims for returns, if they were 
extensively sent in, must far more than swallow up the whole 
increase of revenue obtained by collecting the tax through 
the sodeties. While I think it will be admitted that, even 
if that were not the case, the irritation caused by this vast 
mass of unfounded claims, would far more than counterweigh 
all the money gains that would result from applying to in- 
dustrial and provident societies the mode of collecting 
income tax suitable to companies; and that the govern- 
ment were therefore well advised in agreeing to change the 
mode of collection, and instead of charging the members 
through their sooieties, to limit the charge to those mem- 
bers only who might be liable, and to collect the amount from 
them separately, by means of the returns which they may 
be called on to make individually." 

To this " cloud of statistics " Mr. R. Dixon (the hon. secre- 
tary at Manchester of the National Traders* League) opposes, 
on the part of the league, by a letter published in the Ghrocer 
of March 15, the following original argument:— He says: 



** We hold that it is as tradesmen deriving profit from onr 
▼arions businesses and reaping the advantages of good and 
stable government, together with security to life and property, 
that we are called on to pay income tax, and that it is grossly 
unjust that others (whether a society or an individual matters 
not) occupying exactly the same position, and deriving 
exactly the same benefits in profit from trade and security to 
life and property, should be exempted from any payment 
which we are held liable for." 

We think Mr. Dixon can hardly have considered the effect 
of this principle, if applied to those traders whose net in- 
comes partly or wholly derived from trade are under £400 
a year. They are as much interested in the " security of life 
and property," and the " advantages of good and stable 
government " as the traders whose incomes are over £AQO a 
year. Would Mr. Dixon, therefore, take away the exemption 
from income tax, partial or total, which these smaller traders 
now enjoy ? If not, why not ? 

If it is just that a man whose whole income, including 
profits, say of £4 a year, derived from a trade carried on by 
him jointly with other persons, does not exceed £60, should 
pay income tax on the M because it comes from the '* profits 
of trade ;" how can it be just that a man who derives a net 
income of £149 a year from such profits should be exempt 
from the tax. *' Sauce for the goose, sauce for the gander," 
says an old proverb. If ** profits on trade " ought to be 
charged to income tax because of the ** advantages derived 
from good and stable government*' by the trader, irrespectively 
of the amount of hid income, let the trader whose income is 
under £400 a year be charged. Doubtless, he will be duly 
grateful to the National Traders' League for opening his 
eyes to the blessings derived by him from stable government, 
to which hitherto he had been so blind as to claim ex- 
emption from income tax himself, leaving the larger traders 
" whose power to make income they (the smaller traders) 
collectively diminish " to pay a larger charge for this tax in 
consequence. 

To the argument of the inexpediency of giving occasion to 
the vast number of claims for the repayment of income tax, 
which could, and certainly would be made, as the law stands, 
if income tax were collected from industrial and provident 
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Booietiee, Mr. Dixon replies, by proposing to take away from 
the working trader the right which every oth^r person who 
happens to ))e charged with income tax to which he is not 
liable possesses, of demanding repayment. ** It would be in- 
expedient,^ he says, " that any such claims should be per- 
mitted." Bat there is another side to that qaestion which Mr. 
Dixon does not seem to have thought of — a side involved in 
Mr. Ludlow's forcible argument that the results of a trade 
carried on by any persons for their own supply are properly 
not ** profits" but "savings." If such an arbitrary law, 
directed against the mass of the population, could be passed 
undier the present distribution of political power, the 
working consumers have only to adopt the Civil Service 
system of trading, and sell to themselves as nearly as possible 
at cost price, in order to defeat the injustice of imposing an 
exceptional tax on the profits of their trade, by taking these 
profits in the shape of a reduction on prices, instead of a return 
4>f dividend on their purchases. We have hitherto opposed 
this plan, as being neither fair to the private trader nor so 
beuisficial as the Rochdale system to the poorer consumer, 
from whom it would take away the encouragement to prudent 
saving provided by the present method. But if the Traders* 
League could succeed in their unjust scheme of taxing the 
poor for their own benefit, we should be forced to give an 
advice which we should regret having to give, but which 
would assuredly not be given in vain. We should have to 
say. Pay these traders in their own coin. They have tried 
to help themselves by arbitrarily imposing on the profits 
of your business a tax from which they claim exemption for 
themselves if their incomes are no larger than yours. Defend 
yourselves by subjecting them to the competition of a trade 
carried on so as to leave the private trader who sells at the 
same prices no profit at all. 
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